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Market Overview 
 
 
 

  
Tonight’s Research Points 

• High volume selloff may contain slight bearish edge for the next few days. 
• Drops > 1% with 3:2 breadth have historically been followed by a move higher. 
• Closes in the bottom 10% of the daily range have led to consistent bounces since 

the March bottom. 
• The unfilled gap and poor close provide a much better upside edge when the SPX 

is gapping down from under its 10ma. 
• Aggregator System changed to long at the close today.. 

 
Short-term Outlook – updated 12/18 
The Bottom Line 
Despite only being down 1 day there is ample evidence that a bounce is likely.  I’m 
looking to take advantage off this dip.  Not going to overdo it immediately though. 
 
Summary of Recent Active Studies (see http://QuantifiableEdges.blogspot.com or 
Letters from listed dates for details) 
Study Date Description Time span Bias Avg Max Move
Active
December 18, 2009 SPX closed in bottom 10% of daily range 1-3 days Bullish 2.70%
December 18, 2009 SPX down 1% & Declines 2x Advancers 1-9 days Bullish 3.40%
December 14, 2009 December Op-Ex Week Bullish 1-5 days Bullish 2.00%
Active - Long Term
December 7, 2009 Nasdaq Leading S&P int. term Bullish
December 2, 2009 VIX:VXV crosses below 0.9 2-5 months
Dropped Tonight  
December 15, 2009 SPX breakout to 50-hi

Bearish

gh 1-3 days Bullish 1.20%  
If the avg max move is achieved the study will appear in bold italic blue and no longer be 
active.   
 



The Evidence 
After gapping down quite a bit on Thursday the market never made much of an attempt to 
rally and fill the gap.  It continued lower for much of the day and finished near its lows.  
The S&P, Nasdaq, and Russell all closed down over 1%.  Breadth was strongly negative.  
The NYSE Up Issues % was 28% and the Up Volume % came in at 13%.  Total volume 
was very high. 
 
Lots to look at tonight so let’s get to it. 
 
I’ll start off with the one bearish study that was appearing in the Quantifinder tonight.  It 
was last published in the 9/2/09 Subscriber Letter.   
 

 
 
What once appeared as a decent downside edge is now looking more questionable.  I’m 
not going to include this in the Aggregator tonight.  I will continue to keep an eye on it 
though. 
 
This next study is one that we’ve seen several times.  It looks at broad, strong selloffs.  It 
last appeared in the December 9, 2009 Letter (stats not updated). 
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This study was actually getting ready to expire in the next day or two.  I have reset it and 
it is included now at the top of the Active Studies list. 
 
Another Quantifinder study looked at closes in the bottom 10% of the daily range since 
the March bottom.  I’ve updated that one below: 
 

 
 
This study is what I sometimes refer to as an “environmental edge”.  I believe a good 
portion of its recent success is due to the strongly bullish environment.  Environmental 
edges have their place and I like to pay attention to them for as long as they appear to be 
working.  I don’t expect it to last forever. It may stop working prior to a major shift in the 
market – perhaps providing a clue to a change in the environment.  Another example of 
an environmental edge that served us well while it worked was the “2 Days in chop” 
strategies. 
 
Thursday’s unfilled gap down and poor close is something else I looked at in the context 
of the longer-term uptrend. 
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At first blush the results appear to provide a decent upside edge.  But if I add another 
filter you’ll see that the short-term market position matters quite a lot.  At Wednesday’s 
close, prior to the gap down, the market was trading in the upper portion of its range 
(above the 10ma).  Below are the results broken out by times the setup occurred above 
and below the 10ma. 
 

 
 
Not much better than market drift here. 
 

 
 
 When the gap down and weak close happened after the market was already selling off 
the edge appears to be immediate and large.   
 
So in the current case the unfilled gap and poor close don’t appear to be providing much 
of an edge. 
 
I have updated the Aggregator chart below.   
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http://quantifiableedges.blogspot.com/2008/07/quantifiable-edges-aggregator.html


 
 
Both lines spiked up quite a bit today.  The green Aggregator line was helped greatly by 
tonight’s studies.  Net expectations over the next 3 days have increased substantially.  
Meanwhile the SPX has now strongly underperformed expectations over the last 3 days 
which has caused the large move up in the black Differential line.  Oversold versus 
expectations and positive expectations over the next few days have historically been a 
bullish combination.  The Aggregator System went long at Thursday’s close based on 
this. 
 
Based on the current numbers it would take quite a rally on Friday to signal an exit for 
the Aggregator System.  For the Differential line to flip negative the SPX would need to 
close around 1,109 or higher. 
 
Based on all of the above I’m bullish for now and will look to take advantage of a 
possible bounce.  We could have a bit farther to drop though , as it has only been 1 down 
day at this point and we aren’t yet even approaching the bottom of the recent range. 
 
Intermediate-term Outlook (2 weeks – 2 months)– updated 12/14 –somewhat bullish 
With the market still stuck in the range of the last several weeks, not much has happened 
to change my outlook.  I can’t imagine turning bearish unless there is a breakdown in 
price.   
 
I’ve been watching breadth for a while now as both the Advance/Decline and the Net 
New High % has lagged over the last couple of months.  There’s been some improvement 
in the advance/decline line and it is just inches away from making new highs and 
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confirming the rally.  The new highs has a ways to go so even if the advance/decline 
breaks out here we’ll need to keep an eye on new highs. 
 
The Nasdaq/S&P 500 Relative strength indicator still favors the Nasdaq though the 
difference couldn’t be smaller.  If the S&P outperforms this week then it will surely take 
the lead back.  You’ll recall that the Nasdaq leading has been a much more favorable 
relationship since the inception of the Nasdaq.  This was shown in detail in the blog in 
earlier this here.  Click here to view that study. 
 
The dollar rallied a bit this week and squarely broke through its 50-day ma.  Despite this 
the S&P managed to close the week slightly higher.  The dollar and S&P have had a 
strong inverse relationship since 2008.  I ran a test back to December of 2007 to see how 
the S&P had performed other times when it managed to rise in spite of a dollar rally over 
a 5-day period.  What I found was basically meaningless.  During the bear market results 
showed downside over the next 1-2 weeks.  During the recent rally the S&P followed 
such instances with more upside.  You could test most anything over the same period and 
get similar results, so I’m not reading anything into it. 
 
If the dollar continues to rise and the S&P can manage to hold up well I would interpret 
that as bullish. 
 
In summary, price action and leadership remain bullish.  Volume action could use some 
improvement.  Breadth is close to ending its divergence.  The S&P is holding up well 
despite a brief rally in the dollar and we are entering one of the most bullish times of the 
year from a seasonality standpoint.  I see no convincing evidence to flip me bearish yet. 
 
Catapult and Capitulative Breadth Statistics 
(Catapult Presentation Part 1)  (Catapult Presentation Part 2) 
Open Catapult Triggers 
none 
 
Catapult for ETF’s Trades 
none 
 
Broad Market Large Cap CBI – 0 
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Additional New Trade Ideas 
A full listing of system triggers can be found at the system triggers page each night.  I 
will cherry pick some of my favorite setups from the S&P 100 and ETF lists along with 
occasional other trade ideas to track below. 
 
SPY – buy ¼ index position @ $110.18 limit.  Looking to get long based on the short-
term outlook and Aggregator configuration. 
 
IWM - buy ¼ index position @ $60.62  limit.  IWM has a strong seasonal advantage over 
SPY thru the beginning of 2010.  I’ll also look to allocate some capital here. 
 
 
 
Active Trades Table 
None 
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